This paper modifies Hansen's (1985) analysis of a real business cycle model with indivisible labor by explicitly including energy as a productive input and modelling the relative price of energy as an exogenous random process. One goal is to determine the extent to which the introduction of energy price shocks reduces the reliance of the real business cycle model on unobserved technology shocks. The other goal, following Christiano and Eichenbaum (1991), is to compare the correlation between real wages and hours predicted by the energy-inclusive model to that predicted by Hansen's model. * We thank Richard Rogerson for several helpful discussions on this topic. We are also grateful to
.. the point is that highly distinctive technologies involving entirely different types of machines (and other sorts of capital) are used in different industries -and for different products within the same industry. Accordingly, any specific technological discovery can impact on the production function for only a few products. According to this perspective, RBC models should be formulated so as to recognize that there are man^ different productive sectors whose technology shocks should presumably be nearly independent. Averaging across industries, then, the economy-wide technology shock would have a variance that is small in relation to the variance for each industry, much as the mean of a random sample of size n has a variance that is only 1/n times the variance of each observation." Notes: All data are logged and detrended using the Hodrick-Prescott filter.
C y c lic a l P ro p er tie s o f th e Data
Corr(h,w) = correlation between hours and real wages (productivity).
Data Sources:
Output: Real GNP, Table C Table 2 .5 4 From equation (3) above, the expected value is y0/ (l~Yi) • As discussed later in the paper, we set yo=0.143 and y1=C.896.
5 We used the recent survey by Apostolakis (1990) to identify some of the important studies. We restricted our attention to studies that used U.S. data and that reported a value for the Allen elasticity of substitution between energy and capital. Some other studies are not referenced in Table 2 because they provided estimates that were similar to the ones cited in the table; for instance, Pindyck's (1979) estimates were similar to those of Griffin and Gregory (1976) . In short, this paper represents the first step in modelling, energy price shocks in a RBC framework, not the final word.
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